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ABSTRACT 

Non-performing Asset being an important parameter in the analysis of financial performance of a bank as it 
results in decreasing margin and higher provisioning requirements for doubtful debts. NPA is a virus affecting banking 
sector. It affects liquidity and profitability, in addition posing threat on quality of asset and survival of banks. The motive 
of present study is to access the non - performing assets of selected public and private sector banks and its impact on 
profitability & to see the relation between Net Profits & Net NPA. The study uses the annual reports of selected 10 public 
and private sector banks respectively for the period of three years from 2012-2013 to 2014-15. The data has been analyzed 
by using tables and coefficient of correlation. The important point to be noted is that the decline of NPA is essential to 
improve profitability of banks. Advances provided by banks need to be done pre-sanctioning evaluation and 
post-disbursement control to constrain rising non-performing assets in the Indian Banking sector. Performance of both 
public and private sector banks is declining due to mismanagement of funds. 

KEYWORDS: Non-Performing Assets, Gross Non-Performing Assets, Net Non-Performing Assets, Profitability and 
Mismanagement 

INTRODUCTION 

The financial sector of any economy, with banking sector at its core, plays an integral part in its development, 
growth and progress. ThOomas (1995) opined that the banks are not merely dealers in money but are in fact dealers in 
development. Economists have expressed a variety of opinions on the effectiveness of banking systems in promoting and 
facilitating economic development. On one hand, where Cameron (1977) has termed bank as an economic institution, 
which is expected to be more directly and more positively related to the performance of the economy, Sharma (1974) 
considered bank to be the mart of the world, the nerve centre of the economies and finance of a nation and the barometer of 
its economic perspective. It has also been pointed out that the strength of an economy depends upon its financial system 
which further depends on the healthy banking system. In their traditional role banks generate savings from masses and lend 
money for productive use in the form of loans and credits. The savings so generated are invested in those projects and 
purpose to ensure balanced regional growth and sustainable development of the economy. In their modern role banks serve 
the society in a much bigger way with a socio economic development oriented outlook (Zacharias Thomas, 1995). Today, 
the bank has shifted from brick model to click model. The functions like micro financing, financial inclusion, venture 
capital, involvement management, online banking etc. has actually transformed the pace of the growth of the economy. 
Similarly, banks in India have played a pivotal role in mobilisation of savings and have helped in stimulating the economic 
development. 
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To have high probability of success, organizations must maintain good management control systems. But, the 
control measures as adopted in manufacturing organizations cannot be adopted as such in service organizations 
particularly, in the banking sector. Basically bank controlling means there is good harmony among profitability, growth 
and risk taking factors. It embraces the fields of management, planning, balance-income analysis, bank calculation, control, 
coordination and organization (Zoltan, et.al, 2013). 

Amongst the various desirable characteristics of a well-functioning financial system, the maintenance of a few 
non-performing assets (NPA) is an important one (Rao, 2013). NPA usually refers to non-performing assets and the lenders 
consider it as those assets that are not fetching benefits to them. The word is not new to the bankers. It is regular but 
disguised loan asset (Tiwari and Sontakke, 2013). NPAs beyond a certain level are indeed cause for concern for everyone 
involved because credit is essential for economic growth and NPAs affect the smooth flow of credit (Rajeev, Meenakshi 
and Mahesh, 2010). Therefore, while sanctioning credit the banker should appraise the project reasonably or else it leads to 
the non-repayment of loans and advances. Most of the banks today in India are facing the default risk wherein some part of 
the profit is reserved for covering the non-performing assets. 

REVIEW OF LITERATURE 

Mallick and Sarkar et. al. (2010) analyzed certain properties of NPAs in Indian Banks over the 1990s, when 
liberalization was introduced by opening up a significant portion of the public sector, allowing private banks to do 
business. They arrive at three conclusions for emerging India’s banking sector. First, NPAs (as a ratio of loans and 
advances) were significantly sticky over time. Second, larger NPAs were associated with larger advances and vice-versa. 
Third, NPAs did not seem to have spiraled out of control over the 1990s. A simple cointegration test was carried out and a 
set of dynamic graphs, using notions of ‘fibration’, was presented to support the results. Kavitha. N (2012), emphasized on 
the assessment of nonperforming assets on profitability its magnitude and impact. The study observed that there is increase 
in advances over the period of the study. However, the decline in ratio of Non-performing Assets indicates improvement in 
the assets quality of SBI groups. Nationalized Banks and Private Sector Banks. Further Toor N.S. (1994) stated that 
recovery of non-performing assets through the process of compromise by direct talks rather than by the lengthy and costly 
procedure of litigation. It was suggested that by constant monitoring, it is possible to detect, the sticky accounts, the 
incipient sickness of the early stages itself and an attempt could be made to review the unit and put it back on the road to 
recovery. Adding up Debarsh And Sukanya Goyal (2012) emphasized on management of non-performing assets in the 
perspective of the public sector banks in India under strict asset classification norms, use of latest technological platform 
based on Core Banking Solution, recovery procedures and other bank specific indicators in the context of stringent 
regulatory framework of the RBI. Siraj. K. K & Prof. (Dr). P. Sudarsanan Pillai says that NPA is a virus affecting 
banking sector. It affects liquidity and profitability, in addition posing threat on quality of asset and survival of banks. 

OBJECTIVES OF THE STUDY 

• To study the impact of NPA on selected banks. 

• To access the performance of selected Banks. 

• To study the relationship between Net profit and Net NPA of selected public and private sector banks. 
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RESEARCH METHODOLOGY 

Research Methodology is a way to find out the result of a given problem on a specific matter or problem that is 
also referred as research problem. In Methodology, researcher uses different criteria for solving/searching the given 
research problem. Different sources use different type of methods for solving the problem. If we think about the word 
“Methodology”, it is the way of searching or solving the research problem. (Industrial Research Institute, 2010). Present 
research methodology requires gathering relevant data from the annual reports of 10 Public and Private sector banks on 
basis of market capitalisation and compiling data in order to critically analyze the Net Profit and Net NPA and arrive at a 
more complete understanding about performance of selected banks. The study uses the annual reports of selected for the 
period of three years from 2012-13 to 2014-15. The data has been analyzed by using tables and coefficient of correlation. 
Table is used to compare net NPA & net profits of selected banks. By using the coefficient of correlation we want to 
determine whether there is any relation between Net Profits and Net NPA or not. This research is based on secondary 
data. The conclusion on the bases of analysing the data collected through Annual reports of past three years for the selected 
public and private sector banks. 

RELATIONSHIP BETWEEN NET NPA & NET PROFITS OF PUBLIC AND PRIVATE SECTOR 
BANKS 

Relationship between Net NPA and Net Profit is determined by using Pearson’s correlation. The data is gathered 
from the annual reports of banks for the three consecutive years i.e 2012-2013 to 2014-15 and further a comparative view 
of public and private sector is been analyzed on the basis of Pearson’s Correlation. The correlation is being denoted by Rl, 
R2 and R3 for public sector banks and rl,r2 and r3 for private sector banks respectively. Below mentioned is the statistical 
formula for calculating Pearson's Correlation. 

Formula: r = N£dxdy-£dx£dy 


V (Idx 2 - (Xdx) 2 ) * V (Idy 2 - (Idy) 2 ) 

Table 1: Calculation of Correlation between Net Profit & Net NPA of Public Sector Banks: (In crores) 
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Note:-Value of ‘x’ is derived by taking the average of X1,X2,X3 respectively and similarly value of ‘y’ is derived 
the taking the averages of Y1,Y2,Y3 respectively. 


Table 1 depicts relationship of NET Profit & Net NPA of selected public sector banks. It is clearly evident from 
the above stated stats that by the end of financial year 2014-2015 that Net Profits of Allahabad Bank, Bank of Baroda, 
Bank of India, Indian bank. Oriental Bank of Commerce, Punjab National bank and IDBI Ltd. are decreasing and whereas 
on the other hand Net NPA are increasing. This states that majority of the public sector banks are not performing 
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efficiently. On the other side the Pearson’s correlation values for the three connective years: 2013(rl) =0.9744, 2014(r2) 
=0.9551 and 2015(r3) =0.9085 reflect the strong positive relation between the Net Profits and Net NPA’s. This shows 
performance of banks is declining due to mismanagement of funds. 

Table 2: Calculation of Correlation between Net Profit & Net NPA of Private Sector Banks: (In Crores) 
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Note:-Value of ‘x’ is derived by taking the average of X1,X2,X3 respectively and similarly value of ‘y’ is derived 
the taking the averages of Y1,Y2,Y3 respectively. 


Table 2 depicts relationship of NET Profit & Net NPA of selected private sector banks. It is clearly evident from 
the above stated stats that by the end of financial year 2014-2015 that Net Profit of HDFC Bank Ltd. is increasing and 
whereas on the other hand Net NPA are decreasing and vice versa for The Jammu & Kashmir Bank Ltd. This states that 
HDFC Bank Ltd. is god at managing finance and The Jammu & Kashmir Bank Ltd. is the worst at managing funds. On the 
other side the Pearson’s correlation values for the three connective years: 2013(rl) = 0.8 162588, 2014(r2)= 0.8242839and 
2015(r3)= 0.5930386 reflect the positive relation between the Net Profits and Net NPA’s for 2013 and 2014. For the 
financial year ending 2015 there a moderate positive correlation. This shows performance of banks is declining due to 
mismanagement of funds. 

FINDING, SUGGESTIONS AND CONCLUSIONS 

• Net Profits of Allahabad Bank, Bank of Baroda, Bank of India, Indian bank. Oriental Bank of Commerce, Punjab 
National bank and IDBI Ltd. are decreasing and whereas on the other hand Net NPA are increasing. 

• Performance of both public and private sector banks is declining due to mismanagement of funds. 

• Positive relationship between Net Profits and Net NPA is due wrong choice of clients. 

• There is a negative impact on liquidity of banks. 

• Banks are unable to provide credit to new customers due to lack of funds due to Net NPA 

Further, the NPA drastically impact liquidity as it gets blocked leading to lack of enough cash in hand which lead 
to borrowing money for short period of time from outside which lead to additional cost to the bank. Difficulty in operating 
the functions of bank is another cause of NPA. Due to lack of money Routine payments and dues are not paid on time. In 
case of bank is facing problem of NPA then it adversely affect the value of bank in terms of market credit. It will lose its 
goodwill and brand image because as we have discussed earlier that bank is not able to pay its dues on time and its 
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negative impact is that people start withdrawing their money from bank which then cause liquidity problem and also 
decrease in credibility. Time and efforts of management is another indirect cost which bank has to bear due to NPA 
otherwise time and efforts of management in handling and managing NPA would have been diverted to some fruitful 
activities, which would give good returns. Another impact of reduction in profitability is low ROI (return on investment), 
which adversely affect current earning of bank. So NPA not only affect current profits but also future stream of profits, 
which may lead to loss of some long-term beneficial opportunity. 

SUGGESTIONS 

• Advances provided by banks need to be done pre-sanctioning evaluation and post-disbursement control so that 
NPA can decrease. 

• Fortnightly review should be done at bank level to avoid occurrence of NPA. 

• Proper selection of borrowers & follow ups required to get timely payment. 

• Special cell should be made at zonal level to review NPA’s. 
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